International 
Marketing Information 
Series 


~. 


Foreign Economic Trends 
and Their Implications 
for the United States 


March 1978 
Frequency: Annual 
Supersedes: 77-039 


Prepared By 
American Embassy 
Mos cow 


Ares of 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


INDUSTRY AND TRADE ADMINISTRATION 





FEBRUARY, 1978 
U.5.5.R. 


SUMMARY 


The Tenth Five-Year Plan (1976-80) took Soviet economic development strategy 
into a new stage. While still placing great importance on quantitative 
growth, it called for significantly more emphasis on improved quality and 

on efficiency in production. For this reason and also because of the cont- 
inuing effects of two very poor harvests during the Ninth Five-Year Plan 
(1971-75), the Tenth Five-Year Plan targets were set at more modest levels. 
The priority for heavy industry has been reinstated, but investment in 
agriculture retains a prominent place, and improving living standards 
continues to be a highly prized political goal. Soviet planners were looking 
to increased factor productivity, automation, and imported Western equipment 
and technology to spur more rapid economic growth. The rate of new 
investment was to fall, and more emphasis was to be placed on completion of 
projects and reconstruction and re-equipping of existing plants rather than 
on new starts. The Plan was taut,and success would depend heavily on 
increased efficiency, better management techniques, and more economic use 

of material resources and labor. 


Soviet leaders can hardly have been encouraged by the overall economic 
results of 1976 and 1977. Industrial growth rates exceeded the plan target 
in both years, but they were still the lowest since World War II. The 
backlog of uncompleted construction rose, transportation shortcomings 
continued unresolved, and labor productivity lagged seriously. In 
agriculture, the record grain harvest and poor livestock performance of 1976 
were succeeded in 1977 by disappointing grain results, albeit about equal to 
their third largest crop, and much recovery in the livestock sector. Hard 
currency expenditure for grain will therefore again be high in 1978. The 
problems were so serious that the plan for 1978 had to be substantially 
revised. The new goals for industrial growth are lower by a quarter than those 
originally envisaged in the Five Year Plan; targets for national income and 
real per capita income have been correspondingly revised. 1978 is to be a 
year of "shock" labor, exhortation to over-fulfillment of targets, economy 
through discipline and belt tightening. For all this, the needs of long- 
term growth demand continued investment in producer goods and infrastructure. 


US-USSR trade continues to be restrained by chronic Soviet hard-currency 
shortages and US credit and tariff restrictions which remain in effect for the 
USSR. US non-agricultural exports are declining, and some Soviet trade officials 
predict a continuation of the trend. Nevertheless, there remain good trade 
opportunities in priority areas such as high-quality equipment and technology 
and required agricultural commodites. To secure large contracts, however, US 
firms may need to be flexible in their negotiating approach with Soviets in 
order to reduce the burden of foreign exchange costs for the USSR. Given the 
recent fall in the value of the dollar against the currencies of our major 
Western competitors, US export prices should become increasingly attractive to 
Soviet buyers in 1978, thus helping to overcome some of the other barriers 
which have served to impede our bilateral trade during the past few years. 





USSR_KEY ECONOMIC INDICATORS 
1975 Actual or % 76/75 


Item@/ Change from 1974 % Change % Change % Change 
INCOME, PRODUCTION, EMPLOYMENT 


National Income, utilized®/ 
Current Price, bil. rublesC/ 

Capital Investment, bil. rubles 
In Agriculture 


Fixed Capital Assets Introduced, bil. rubles 
Gross Industrial Production, bil. rubles 


Group "A"(producer goods) 
Group "B" (consumer goods) 
Real Per Capita Income 
Labor Force, mil.: 
Collective Farmers 
In Industry 
In Agriculture 


Labor Productivity: 
Populationd/ mil. 


SIGNIFICANT COMMODITIES @&/ 

OiT (incTuding gas condensate) 
Natural gas, BCM 

Coal 

Electric Power M kwh 

Steel 

Finished Rolled Steel 

Steel Pipe 

Mineral Fertilizer, conv. units 
Plastics 

Synthetic Fibers 

Trucks ‘000 

Automobiles ‘000 


FOREIGN TRADE f/ (US $ MILLION) 
TOTAL 

USA 

France 

Italy 

Japan 

UK 


JAN. 


Factory and Office Workers 


- DEC. 


362 
114 
31 
106 
520 
7.9% 
6.5% 
4.2% 
102.2 
1.7 
5.9% 


255.5 


1975 Actual 
49 
289 
701 

1039 

141 
98.7 
16.0 
90.2 
2.8 

955 
696 
1201 
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EXPORTS TO USSR 


1976 
38,789 
2,709 
1,246 
957 
1,852 
551 


1977 
40,631 
1,703 
1,220 
1,067 
1,950 
506 
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1977 
546 
346 
722 
1150 
147 
102 
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92.3 96.7 
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734 
1280 
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78 Plan 
5/5 
370 
746 

1207 
152. 
106. 

17. 
101. 
3 
1, 
759 


IMPORTS FROM USSR 


976 


44 ,896 


37 ,830 

268 
1,045 
1,444 
1/010 
1,114 


367 
1,107 
1,472 
1,152 
1,293 


West Germany 2 668 2 403 1,576 1,787 


a/ Based on official production and productivity statistics which may include significant 
overstatements but which are of some utility for trends over time. 


/ Soviet concept. 


C/ U.S.$] = R.0.68 at the official exchange rate but domestic purchasing power varies 


widely with the item in question. 


d/ As of January 1 of the following year. 
€/ Actual production in million metric tons unless otherwise noted. 
f/ Official Soviet trade statistics, converted at 1 ruble=uUS $1.35, the 


average rate for each period. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Two very poor harvests during the Ninth Five-Year Plan (1971-75) 
continued to affect recovery. Moreover, higher product 
quality and production efficiency rather than solely quantitative 
output have been targeted as primary goals. As a result, the 
principal objectives for the Tenth Five-Year Plan (1976-80), 
which was formally ratified in October 1976, were among the 
lowest in the post-war era. National income was targeted to 
increase by an annual average of 5 percent, compared with 5.8 
percent planned and 3.8 percent achieved during 1971-75. Overall 
industrial output was to increase by 36 percent during 1976-80, 
heavy industry by 38 percent and light industry by 32 percent, 
but capital investment by only 14.6 percent. Despite 
considerable verbal emphasis on raising living standards, the 
traditional priority of heavy industry in growth targets was 
reaffirmed. 


The fast-growing chemicals sector was given an average annual 
growth target of 10.2 percent in 1976-80 with major attention 
continuing on fertilizers and synthetic materials. In 1977, 
chemicals continued to be a growth leader, but the Ministry was 
credited with only 7 percent growth while several individual 
commodities varied between 3 and 8 percent. A number of 
important chemicals were below planned output, for example, 
sulfuric acid, caustic soda, plastics, soda ash, chemical fibers, 
and -- perhaps most significantly -- mineral fertilizers, an 

item of major importance for agricultural growth. 


Reflecting the emphasis on new technology and on raising the share of 
investment going into equipment instead of construction, the Five-Year Plan 
called for machinery output to increase 9 percent annually, and 1977 
performance was just barely on target. Within the category, rapidly growing 
product groups include computer hardware, instruments and automotive 
equipment, numerically-controlled machine tools, metal-forming machine 
tools, and chemical and petroleum machinery. Other key growth areas in 

the Five-Year Plan include fuels and energy, electronics, and metallurgy. 

On the other hand, some of the earlier (1971-75) growth leaders are slated 
to grow at notably slower rates, including motor vehicles, tractors and 
agricultural machinery. Investment is to be concentrated in heavy industry, 
transport and development of fuels, minerals, and manufacturing in Siberia 
and the Far East. Most new fuel and mineral development is slated for those 
non-European regions of the USSR where the difficult climate and transport 
problems make development difficult and expensive. 


The agriculture sector retains its prominence, being slat_ed to receive 
about 27 percent of total new investment resources (627 billion rubles) in 
1976-80. Average annual grain yield is targeted to reach 215-220 million 
tons in the current plan period compared with some 180 million tons during 
the Ninth Plan. The record 1976 harvest of 223.8 million tons was followed 
by 195.5 tons in 1977. As a result, the USSR would have to average 219 to 





227 million tons each year to meet the Five Year Plan goal, a performance 
that would depend more than usual on better-than-average weather in each 
remaining year of the plan period. The Soviet leadership has also given 
considerable emphasis to increased consumer goods output with higher 
quality, and the Five-Year Plan goals were described as "minimal." 
Nonetheless, what the Soviet consumer can reasonably expect - 

particularly given the slow growth of industrial output in 1976 and 1977 - 
is "more of the same," moderate but uneven growth in his standard of 
living with per capita real income growing at most at about 3.2 percent 
rate achieved in 197i-75. 


The Tenth Plan targets were based on a reliance on increased factor 
productivity and industrial efficiency to offset the effects of a 

slower growth in capital investment. Labor productivity in industry 

was to increase by about 31 percent -- 5.5 percent per year -- and it was 
to provide 85-90 percent of the total projected growth in national income 
by 1980. Steps are being taken -- and they are likely to intensify in 
1978 -- to further economize on use of fuels, specialty steels, and 
rolled metals, industrial areas where Soviet leaders have been saying that 
requirements are now growing faster than inputs. Simultaneously, Soviet 
planners continue to look to increased installation and utilization of 
automated systems and the latest technology and equipment not only to 
raise production efficiency but also to reduce labor inputs. Although 

no acute shortage of manpower is indicated until the 1980's, the slowing 
growth of the Soviet iabor force evokes concern among Soviet decision- 
makers principally because in the past additions to labor and capital 
were the principal sources of economic growth. 


The current Five Year Plan differs greatly from its predecessors in its 
low planned rate of growth for capital investment. The 3.5 percent 
planned average annual rate was only about half that claimed for the 
previous three plans, but it was coupled with another goal, namely to 
obtain an average 5.5 percent annual increment in gross additions of 

new fixed capital. The hope -- now seemingly dashed for 1978, too -- 
was to force a better use of investment funds by concentrating on the 
completion of unfinished projects and the improvement and expansion of 
existing ones as well as on raising capital productivity by using newer 
technology and better management techniques. Past efforts to reduce the 
chronic backlog of uncompleted construction have not been particularly 
successful. In 1971-75 the backlog rose relatively more than investment 
did, in 1976 investment rose 4 percent but fixed assets introduced went 
up only 2 percent, and again in 1977 the backlog continued to grow. 
Fixed assets commissioned, however, reached only about 110 billion 
rubles, which was almost 5 billion below plan; consequently, the value 
of uncompleted construction rose once again despite all the jaw-boning 
about completing projects. Thus, the apparent inability to hold down 
new starts and complete old projects continues; it appears linked to the 
system of planning and management whose success indicators, among other 
things, place high value on basic construction but not on fin#shing work. 
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In 1977 industrial output grew by 5.7 percent, one-tenth of one percent above 
plan and significantly better than the 4.8 percent achieved in 1976, but still 
one of the lowest growth rates since the 1950's. Labor productivity rose only 
4.1 percent compared to the planned 4.8 percent and accounted for only three- 
quarters of industrial growth rather than the planned 85-90 percent. Total 
capital investment was 122 billion rubles, up 3 percent over 1976 and on 
target. These factors taken together with the poor output of steel and barely 
on-plan performance in the machine-building industries foreshadow considerable 
tension in the 1978 plan despite its lowered goals. 


In the energy sector, oi] and gas performed fairly well but at slower growth 
rates than in 1976. According to official statistics, oi] was up 5 percent to 
546 MMT, and gas was up 8 percent to 346 billion cubic meters. Five oil 
producing regions fell below plan by a total of several million tons, and 
growth came essentially from the Tyumen region in Western Siberia. In 1978 
there probably will be even more pressure on this West Siberian region to 
raise its production in order to more than offset continued declines in older 
producing regions that are being depleted. Meanwhile, the Soviets are 
attempting to sustain production levels in older fields by increasing emphasis 
on secondary recovery methods. Efforts to expand the exploration program for 
oi] and gas are also increasing but with more difficulty and at a rate that 
may not maintain the present relationship between production and the discovery 
of new reserves in the future. 


In 1977 coal output grew at only its usual 2 percent and fell 11 MMT short of 
the planned 733. Electricity output rose to 1150 billion kwh, a growth of 
3.5 percent that was, however, only half the rate of 1976 and an historic low 
that added to other factors retarding performance in a number of fields. 


With only 2 MMT of growth (one-half of the 1976 rate), steel at 147 MMT was 5 MMT 
below plan despite the fact that 6 MMT of additional capacity was installed 
during the year. There were great losses reported in pig iron production 

because of blast-furnace down-time, and this occurred despite the effort and 
investment that had been focused on that aspect of production during the year. 

In the non-ferrous sector production grew 2 percent and output goals were met 

for a number of commodities. However, a number of enterprises did not meet 

plan, and the economy was short tens of millions of rubles' worth of "very 
important" types of products. 


Measured against the objectives set for the Tenth Five Year Plan (FYP), the 
overall economic results of 1976 and 1977 have surely disappointed Soviet 
leaders. A number of important 1977 indicators now point to a difficult 
year for the Soviet domestic economy in 1978: 


* the very low growth of industrial output 

well below plan growth in labor productivity 

below plan commissioning of fixed assets and an increase in the 
backlog of uncompleted construction 

increasing dependence on West Siberian fields for growth of oil and 
gas production 

a disappointing grain harvest that has resulted in increased imports 
of grain and a consequent large drain on hard currency holdings. 
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The spartan economic plan for 1978 abandons the original FYP goals for 
the year and outlines a slowdown in economic growth, with 1978 Annual Plan 
industrial goals almost without exception scaled back significantly. For 
example, industrial growth rates -- overall, producer goods, and consumer 
goods -- are cut by about one quarter, and heavy industry (Group A) is to 
grow at what may be the slowest rate since World War II. 


Apparently less than sanguine about the prospects for efforts to raise 

labor productivity through a combination of moral incentives and exhortation, 
the planners have increased the growth rate for state capital investment 30 
percent above the original target, and it now stands at 3.8 percent. As the 
backlog of uncompleted construction increased faster than investment did in 
1977, a further increase in the rate of investment looks like a clear admis- 
sion that construction will remain a significant bottleneck in 1978 as well. 
The difficulties Soviets experience in building and equipping factories lead 
to a presumption that there will continue to be an important demand for 
Western industrial equipment for priority industries despite hard currency 
stringencies imposed by the need to import larger amounts of grain in 1978. 


Even to achieve the new, lower targets, a major effort will be 
required to (a) raise stagnating steel production, (b) stop 
the growth of unfinished construction, (c) substantially 
increase the output of oil from West Siberian fields, 

(d) achieve major efficiencies in the use of material inputs, 
especially energy and metals, and (e) raise the productivity 
of labor, a critical factor now because of stringencies on 
the growth of the labor force and on new investment funds. 
Finally, agricultural success looks to be more than usually 
dependent on good weather, which has been occurring in about 
3 out of every 10 years. This confluence of factors is 
putting increased importance on management both at the 
national and at the plant level. No major reform of the 
Soviet economic system appears to be on the horizon, 

however, although administrative tinkering with the "success 
indicators" will no doubt continue. 


The Soviet Union's total two-way foreign trade in 1977 reached 
about 63 billion rubles (US $ 85.9 billion at the 1977 average 
exchange rate of 1 ruble = $1.356), up 11 percent from the 
previous year. 


U.S.-Soviet trade in 1977, according to U.S. statistics, fell 
off from the previous year's record level, to under $2 billion. 
United States exports to the U.S.S.R. were slightly over $1.6 
billion, a decrease of about 30 percent from the previous year. 
Over $1 billion of this was accounted by agricultural exports. 
Soviet exports to the United States, on the other hand, 
increased by 6 percent to reach $234 million -- a 7 tol 

ratio in favor of the United States. 


Soviet foreign trade statistics for 1977 show that the Soviet 
Union continued to improve its trade balance with most of the 
industrial West (Japan being an outstanding exception). Its 
hard-currency deficit was $2.4 billion compared to $5.5 
billion for 1976. The improvement in the trade balance was 
achieved generally by increasing hard-currency exports and 
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reducing hard-currency imports. Soviet invisible earnings, 
gold sales and Western credits will more than cover the hard- 
currency trade deficit. 


According to Western sources, total Soviet hard-currency debt 
at end of 1977 stood at approximately $16 billion. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Potential demand for imported industrial products traditionally exceeds the 
USSR's hard currency resources. The gap may be substantial in 1978 as, once 
again, the necessity to import an incremental amount of Western grain to 

meet shortfalls in the 1977 harvest is added to the Soviet obligation to 
purchase a minimum of six million tons of U.S. grain annually. Since there 
is a close, if not direct, correlation between grain purchases and the USSR's 
ability to sustain or increase its purchases of non-agricultural manufactured 
goods, it would not be surprising to see a continuation of the downward trend 
in U.S. exports of manufactures to the Soviet Union. This downward trend has 
also affected most other Western countries and stems in part from a cutback 
in Soviet imports of machinery and equipment from developed Western countries. 
The U.S. has been affected more than some others, however, a fact which is 
explained in part by a Soviet tendency to balance bilaterally in its foreign 
trade. The United States currently exports about seven times as much to the 
USSR as we import from that country in value terms, so the Soviets seek 

to hold down imports from the U.S. Moreover, the lack of U.S. Government- 
backed credits to assist U.S. firms in financing trade with the Soviets and 
the lack of most-favored-nation tariff (MFN) status for Soviet exports to the 
U.S. are factors which will continue to impact negatively on bilateral trade 
prospects in 1978. 


At the present time the U.S. Export-Import Bank is prohibited from supporting 
American export sales to the USSR with loans or guarantees. The Soviets will 
probably continue to insist on credits for compensation projects (see below) 
and many other large sales, but U.S. firms should be able to conclude most 
smaller deals (below $5 million) either on a cash basis or on short and medium 
term credit through commercial banks. American banks have usually shown an 
interest in participation where financing is necessary, but Soviet officials 
claim that U.S. firms have lost a considerable volume of orders to foreign 
competitors because the more favorable Ex-Im financing was not available. 
This claim is difficult to confirm and is probably exaggerated, but it can 
probably be safely said that some Soviet contracts were awarded to our 
competitors because of this factor. 


While tariffs do not have any demonstrable effect on Soviet imports, there are 
substantial non-tariff barriers and means of discrimination. For example, one 
ranking Soviet official predicted that during 1977 the USSR would restrict its 
purchases from American sources to half of what they were in 1976 and continue 
that policy into 1978 as well. This year a Soviet trade official predicted 
that our non-agricultural exports will decline - eventually - to the point of 
vanishing. Although an overall drop of 30 percent was in fact experienced in 
U.S. shipments to the USSR in 1977, there were many outside factors at work 





in the Soviet economy, e.g. poor harvest, hard currency stringency, general 
drive to reduce imports, etc., which probably had as much to do with our 
declining trade results as the official statement of intention referred to 
above. 


The above considerations notwithstanding, there are some bright spots in the 
picture which may work to improve the prospects for U.S. sales to the USSR 
during 1978. In the first place, the significant fall in value of the U.S. 
dollar against most major Western currencies (off an average of 4.5 percent 
in 1977), including the Deutsche Mark and the Yen, should improve U.S. 
competitive pricing abroad. Secondly, most Soviet economic sectors marked 
for priority development under the 1978 Plan coincide with areas where U.S. 
equipment and technology is considered superior in quality. Such sectors 
include oil and gas exploration and development, chemical and petrochemical 
production and processing, agriculture machinery and food processing, ferrous 
and non-ferrous metallurgy and ore extraction, electronic data processing, 
instrumentation and controls for plant automation with special emphasis on 
development of advanced machine tools -- including those equipped with 
numerical controls. These are areas in which the USSR generally does not 
domestically manufacture producer goods of world quality. As a rule of 
thumb, if an American firm is now successfully meeting Japanese and Western 
European competition in these product sectors in other world markets, the 
firm has favorable prospects for sales to the USSR. 


The longer term outlook is dependent on a number of variables such as a 
continued high level output of Soviet oil. The Soviet leadership has 
announced its intention to take greater advantage of the "international 
division of labor", but it has not yet been prepared to make the sort of 
economic reforms long practiced in Eastern Europe. Equity investment is 
still excluded for ideological reasons. Soviet officials are looking for 
ways to forge closer contact with Western companies, but the situation is 
in a state of flux. 


One prominent possibility much advocated by Soviet foreign traders is the 
development of so-called compensation projects, where Western firms sel] 
complete industrial plants to the USSR on credit terms and receive payment 
in product afte the plants come on stream. Some U.S. firms are now 
exploring possibilities with the Soviets for projects which are self- 
financing through exports. The biggest potential problem appears to be 
quality control of the end product, and here Soviet officials have yet to 
come up with a formula acceptable to seriously interested U.S. firms. 
Compensation agreements in high technology areas also seem less likely as 
profitable ventures for Western firms due to relatively long periods before 
implementation; by the time the new Soviet plants come on stream some 5-6 
years after consummation of the agreement, the product could very well be 
outmoded and thus difficult to market in the West. Nonetheless, the 
Ministry of Foreign Trade has a Main Administration for Compensation Projects 
to coordinate its activities in this field, while the State Committee for 
Science and Technology (SCST) recently established a Main Administration for 
Scientific-Industrial Cooperation, which will attempt to match up projects 
with interested Western firms. 





Soviet leaders also look to the development of scientific-technical 
"cooperation" with Western companies. There appears to be some official 
dissatisfaction with the slow pace of work under most of the scientific- 
technical agreements already signed between American firms and the SCST. 
The State Committee still hopes these and other agreements with Western 
firms will lead to more concrete results. Recognizing that the USSR has 
had difficulty converting scientific discoveries into viable industrial 
processes, they may be interested in turning over promising discoveries to 
Western companies for exploitation in exchange for products and/or 
industrial processes which are developed in the process. 


Virtually all Soviet purchases of American products are made by foreign 
trading organizations subordinate to the Ministry of Foreign Trade at the 
request of industrial ministries which use the imported products. Concerned 
about the inefficiencies in this cumbersome system, Soviet officials have been 
considering for some time possible organizationa! changes which may increase 
the role of the industrial ministries in foreign trade. While it is not yet 
clear whether such decentralization of decision-making will take place - or 
how it may go if it does - American businessmen would be well advised to put 
renewed emphasis on contacts with potential end-user ministries in developing 
future business. 


The American Embassy and the U.S. Commercial Office in Moscow stand ready to 
advise and assist U.S. businessmen in developing trade with the USSR. The 
Commercial Office is equipped to provide complete office facilities for 
visiting businessmen. Under its trade promotion program, the following 
technical seminar/mini-exhibits will be held in 197g ang 1979: 


1978 


Printing and Graphic Arts Equipment January 
Cardiology Equipment February 
Logging Equipment March 
Geophysical Exploration May 
Environmental Pollution Control 

(Air and Water) June 
Special Oil Extraction September 
Plastics Production Technology 

and Equipment October 
Food Processing November 
Ferrous Metallurgy December 


1979 


Packaging Equipment 
Electrical Energy Control Systems 
Mining Equipment 


January 
February 
March 
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In addition, the U.S. Department of Commerce will participate in two 
International exhibits in Moscow - Agricultural Machinery August 31 - 
September 14, and Scientific Apparatus, October 13 - 23 1978. 


Interested firms may contact the Trade Promotion Division, Bureau of 
East-West Trade, U.S. Department of Commerce, Washington, D.C. 20230, 
or the U.S. Commercial Office, American Embassy, APO New York 09862. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








